How the “Roaring 20s” and its Republican Era Capsized in the Great Depression 


Why did the economy collapse in 1929 and stay stagnant until late 30s? 


* massive extension of credit (installment plan); starts with GM, 1919 


e use of credit=reduction of future buying power 
maturation of several industries (refrigerators, autos, electronic appliances) 
and the not-quite development of others (Chemicals, plastics) 
1924 Mellon Tax Act, cuts corporate taxation 
slowing pop. growth (Thanks, Immigration Act of 1924!) 
agriculture already depressed (tractors>more crops, lower prices + higher debts) 
massive speculation in stock market (ridiculous overvaluation=“bubble”), which pops in 
October, 1929 
e psychology of a boom market 
e particularly exacerbated by “buying on the margin”: buying with loans 
e margin calls>selling stocks>further decreases in stock prices: vicious cycle 
e gutting of savings>run on banks to get money out before they collapse 
+ By 1932, only 17c remained out of every dollar in the market on Oct. 1929 
* Vicious Cycle #2:reduced consumption/investment>reduced sales>reduced 
employment>reduced consumption>etc. 
* The Collapse of Wilsonian Free Trade ideals 
e Smoot-Hawley Tariff (1930) is highest in American history: difficult for countries to 
sell to the US, or repay loans, which helps trigger intl. collapse after 1931 
(Austria/Germany), and slicks the road for the ascent of Nazi control 
e econ. nationalism in Germany/Japan in turn cuts demand for American products 
abroad (back to the Zero-Sum game that Wilson was trying to avoid) 


Impact of Great Depression (1929-1941) 


GDP halved 

15 million out of work (or 25% unemployment rate) 
9 million bank accounts lost, 20% of banks closed 
1 million mortgages foreclosed (esp. farms) 


e stocks down 75% 

+ Married woman denied jobs in many places (taking jobs from men) 

* Repatriation: 350,000-600.000 Mexicans (and many Mexican American children who 
were birthright citizens) 

leave from combination of harassment/deportation, Mex. govt. recruitment, and poverty 

* — African Americans, esp. in impoverished rural South, particularly crippled by depression 


Arthur Toynbee: “The year 1931 was distinguished from previous years...by one outstanding 
feature. In 1931, men and women all over the world were seriously contemplating and 
frankly discussing the possibility that the Western system of Society might break down and 
cease to work.” 

*Communism/Fascism viewed by some as solutions to the economic and political 
gridlock of democracy and capitalism 


Protest 


* Farmer’s Holiday Assn. (roads blocked, milk dumped, foreclosure auctions physically halted) 

+ Bonus Army (WWI Vets, promised an eventual bonus, march in ’32; tent city in D.C. is 
burned and Vets are driven out by General Douglas MacArthur) 

* Communist Party led citywide demonstrations in Bham, Rent Strikes in NYC 

* and labor strife galore (which we will explore in detail!) 


Herbert Hoover (President from 1929-1933) 

= Victim of circumstance, at least in part 

= Done in both by lack of significant improvement and inability to articulate a convincing 
message of optimism about the future 


= Note difficulty in imagining the subsequent size of the federal government and its possible 
role; the tools to fix the crisis would have to be invented 
e Coolidge quote: “If the federal government should go out of existence, the common 
people would not detect the difference in the affairs of their daily life for a 
considerable length of time.” 


Epn (Franklin Delano Roosevelt, D-NY) 
relative to Teddy Roosevelt (US President, 1901-1909) 
NY Patrician: old money, private tutors, European vacations 
* — Elite Schools: Groton, Harvard, C student 
* Marriage to Eleanor, a cousin: the most important First Lady in history 
* Polio in 1921, at age 39 
* NY Gov. 1928 
+ Beats Herbert Hoover (Republican) for Presidency in ‘382 
+ “The only thing we have to fear is fear itself.” 


THE NEW DEAL: The legislation passed by a Democratic congress and signed by 
Roosevelt in order to reform the economy, 1933-1940, with the long-term goal of 
economic security for the masses and nation 
* — Reviving Trust 
Incentivizing Investment 
* Direct Relief 
Safety Net 
+ Due especially to the strength of Southern Democrats in congress (though certainly with 
allies elsewhere), there are significant elements of systemic racism that are built into 
system, namely with housing (redlining), Social Security, and unionization rights; these, 
along with the G.I Bill in the 1940s, are part of what scholars have referenced in 
describing the era as “Affirimative Action for whites. 


First Key Idea : REGULATING MARKETS TO MANAGE CATASTROPHIC RISK 
+ In each case, federal government regulations and support help private markets to thrive 


Banks 


e Bank Holiday (shuts banks and only lets them open if they have sufficient capital) 
e Glass-Steagall Act (1933) 
o separates commercial/investment banking (don’t let second drag down the first) 
= This part will be repealed in 1999 under Bill Clinton 
o FDIC (deposit insurance on bank deposits up to $40, 000; now 250K; regulates 
how much capital banks need to have) 


Stocks 
e Securities and Exchange Commission (SEC)(1934) 
e Publicly traded companies must produce quarterly reports and be independently audited 
in order to decrease fraud and increase intelligent investing 


Housing 


e Federal Housing Authority (1934) 
o Standardizes appraisal and some building codes 
= This is where red-lining comes in, creating investment flows which do no 
go to minority neighborhoods 
= Interactive FHA map of Portland: 
https://dsl.richmond.edu/panorama/redlining/#loc=1 1/45.5130/- 
122.6580&o0pacity=0.8&city=portland-or 


o Creates mortgage insurance for lenders by forcing them to contribute to a fund 
o Creates mechanisms for lenders to sell mortgages (Fannie Mae), and thus get 
back into the lending market, quickly recycling capital 


o The above encourages longer mortgages (from 6-10 years to 20-30) and lower 
interest rates, as capital can move across regions more easily (since the 
Hi market is more liquid and there is greater certainty in what is being 
loaned. 
o Stops the foreclosure hemorrhaging 
= Families owning houses goes from c. 45% (1938) to c. 65% (1970s) 
o Does not pursue European-style public housing, except in limited notions 


Agriculture 
e AAA (agric. price supports; some farmers paid not to plant (usually wealthier ones: in 
1973, wealthiest 7% of of farmers got 42% of benefits) 


e Note negative impact on African-Americans, who receive few benefits, lose jobs 


Industry 
e RFC (loans to businesses; massive scale) 


e NIRA (eased anti-trust, allowing industries to fix prices; also allowing labor the right to 
collective bargaining; declared unconstitutional inSchecter, 1935) 


Other aspects of “First New Deal” 
e TVA (massive hydroelectric project in TN/AL area) 


e FERA (big public works: 500,000 miles of roads, 40, 000 schools, 3500 playgrounds, 
1000 airfields) 


OVERALL: Much of the First New Deal focuses on repairing the economy via government 
support of business via loans, insurance, and subsidies. Roosevelt worried about balancing the 
budget and creating dependency among Americans 


o ’38 first year that deficit soending (“Keynesian policy”) was 
consciously pursued ($3 billion) 
o during year during war, deficit is $30+ billion! 


Eventually, will include its most significant legislation, which we will read about: 
e Social Security Act (1935) 
e Wagner Act (1935) 
e Massive public works/employment (note this is all ended by WWII in 1941) 
e Federal Minimum Wage, 1938 


BUT, COUNTRY STILL IN DEPRESSION AS OF 1935 (until the end of the decade, when war 
production revives economy) 


e The New Deal does not end the economic crisis; wartime spending does. 
However, it does forestall a revolution (from both right and left) and creates the 
instruments of the modern mixed economy with government investment, 
employment, and regulation as critical components of a capitalist state 


